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OATH OR AFFIRMATION

1, Richard €. Lamb , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

True North Financial Services, Tnc , 88
of December 31, ,2007 , are true and correct. 1 further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account
classified solely as that of a customer, except as follows:

Do L
(/A C A

Signature

President/CEO

Title
/Q,Q O SUE A. O'NEIL

Notary Public Notary Public
;Fam’rsrh ain of Massachusetts
This report ** contains (check all a e M?ﬂmlss ion Expires
@ (a) Facing Page. uly 20, 2012

(b) Statement of Financial Condition.
{c) Statement of Income (Loss).
(d) Statement of Changes in Financial Condition.
(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.
(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.
{g) Computation of Net Capital.
{h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3,
(i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3,
(i) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.
(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.
() An Oath or Affirmation.
O (m) A copy of the SIPC Supplemental Report.
O (n) A reportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

**For conditions of confidential treatment of certain portions of this filing, see section 240,17a-5(e}(3).



S HATSWELL, MacLEOD & COMPANT, P.C,

CERTIFIED PUBLIC ACCOUNTANTS

The Board of Directors
True North Financial Services, Inc.
North Adams, Massachusetts

INDEPENDENT AUDITCRS' REPORT

We have audited the accompanying consolidated balance sheets of True North Financial Services, Inc. and
Subsidiary as of December 31, 2007 and 2006, and the related consolidated statements of income, changes in
stockholder’s equity and cash flows for the years then ended that you are filing pursuant to rule 17a-5 under the
Securities Exchange Act of 1934, These consolidated financial statements are the responsibility of the Company's
management. Our responsibility is to express an opinion on these consolidated financial statements based on our
audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
consolidated financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the consolidated financial statements. An audit alse includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating the
overall consolidated financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
consolidated financial position of True North Financial Services, Inc. and Subsidiary as of December 31, 2007 and
2006, and the results of their operations and their cash flows for the years then ended, in conformity with accounting
principles generally accepted in the United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic consolidated financial statements taken
as a whole. The information contained in Schedule { is presented for purposes of additiona! analysis and is not a
required part of the basic consolidated financial statements, but is supplementary information required by rule 17a-5
under the Securities Exchange Act of 1934. Such information has been subjected to the auditing procedures applied
in the audit of the basic consolidated financial statements and, in our opinion, is fairly stated in all material respects
in relation to the basic consolidated financial statements taken as a whole,

Shateurtl ppc el + Campany, AC.

SHATSWELL, MacLEOD & COMPANY, P.C.
West Peabody, Massachusetis
February 23, 2008

83 PINE STREET ¢ WEST PEABODY, MASSACHUSETTS 01960-3635 « TELEPHONE {978) 535-0206 » FACSIMILE (978) 535-9908

smc@shaiswell.com www.shatswell.com



TRUE NORTH FINANCIAL SERVICES. INC. AND SUBSIDIARY

CONSOLIDATED BALANCE SHEETS

December 31, 2007 and 2006

ASSETS
Cash and due from bank
Deposits with clearing organization
Money market mutual funds
Cash and cash equivalents
Commissions receivable, net of allowance of $4,400 as of December 31, 2007
and 2006
Goodwill
Intangible assets, net of amortization of $388,338 as of December 31, 2007
and $291,151 as of December 31, 2006
Prepaid taxes
Prepaid expenses
Furniture, equipment, and leasehold improvements, at cost, less accumulated
depreciation and amortization of $299,822 as of December 31, 2007
and $263,221 as of December 31, 2006
Deferred tax asset, net
Other assets
Total assets

LIABILITIES AN STOCKHOLDER'S EQUITY
Liabilities:
Accrued commissions payable
Covenant not to compete payment due
Accrued wages payable
Deferred tax liability, net
Other liabilities
Total liabilities
Stockholder's equity:
Common stock, no par value, authorized and issued 300 shares
Paid-in capital
Retained eamings
Total stockholder’s equity
Total liabilities and stockholder’s equity

The accompanying notes are an integral part of these consolidated financial statements.
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2007 2006
$ 195,031 $ 537,661
615,664 304,279
486,044 170.169
1,296,739 1,012,109
494,078 472,928
332,242 332,242
478,787 530,479
7,010
42,783 60,574
381,818 399,732

16,623

23214 30,360
$3,066,284 52,845,434
$ 220,600 $ 259,528
110,755
137,272 75,000
10,673
116,299 51,294
474,171 507.250
90,000 90,000
1,681,166 1,681,166
820,947 567,018
2,592,113 2,338,184
$3,066.284 $2,845,434




TRUE NORTH FINANCIAL SERVICES, INC. AND SUBSIDIARY

. CONSOLIDATED STATEMENTS OF INCOME

For the Years Ended December 31, 2007 and 2006

2007 2006
Revenues:

Commissions $3,909,716 $3,278,269
Dividend income and other interest income 24,742 21,909

Other income 38,270
Benefits administration income 8.353 7.082
3.981.081 3,307,260

Expenses:

Employee compensation and benefits 1,361,466 1,031,972
Floor brokerage, exchange, and clearance fees 14,411 19477
Dues and subscriptions 44 432 33,678
Communications and data processing 83,549 52,192
Commissions 1,419,175 1,202,286
Occupancy 115,166 116,241
Equipment 64,632 53,280
Amortization of intangible assets 103,006 73,830
Legal and accounting 47,591 55,117
Insurance 43,601 50,271
Advertising 18,774 18,194
Contributions 5,846 16,842
Office supplies 41,209 42,925

Loss on sales, net and disposals of fixed assets 2,350
Other expenses 166,773 146,561
Interest 23 28
.3.532,004 2.912,894
Income before income taxes 449,077 394,366
Provision for income taxes 195,148 158,875
Net income $ 253,929 $ 235491

The accompanying notes are an integral part of these consolidated financial statements.




TRUE NORTH FINANCIAL SERVICES, INC. AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDER'S EQUITY

For the Years Ended December 31, 2007 and 2006

Common Paid-in Retained
Stock Capital Eamings Total
Balance, December 31, 2005 $50,000 51,681,166 $331,527 $2,102,693
Net income 235,491 235,491
Balance, December 31, 2006 90,000 1,681,166 567,018 2,338,184
Net income 253,929 253,929
Balance, December 31, 2007 . £90,000 51,681,166 $820,947 $2,592,113

The accompanying notes are an integral part of these consolidated financial statements.




TRUE NORTH FINANCIAL SERVICES, INC. AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Years Ended December 31, 2007 and 2006

2007 2006
Cash flows from operating activities:
Net income $ 253929 $ 235491
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation of fixed assets and amortization of leasehold improvements 54,508 57,875
Amortization of intangible assets and license agreements 103,006 78,830
Loss on sales and disposals of fixed assets 2,350
Deferred tax benefit (27,296) (8,138)
(Increase) decrease in operating assets:
Other assets 1,327 (22,883)
Commissions receivable . (21,150) 53,294
Prepaid taxes , 7,010 43,550
Prepaid expenses 17,791 (9,785)
Accrued cornmissions payable (38,928) 19,440
Accrued expenses and other liabilities 127,277 86,670
Total adjustinents 225,895 298 853
Net cash provided by operating activities 479.824 534,344
Cash flows from investing activities:
Purchases of furniture, equipment, and leasehold improvements (44,344) (18,110)
Purchases of intangible assets (156,250} (43,750)
Proceeds from sales and disposals of fixed assets 5,400
Net cash used in investing activities (195.194) (61,860)
Increase in cash and cash equivalents 284,630 472,484
Cash and cash equivalents at beginning of period 1,012,109 539,623
Cash and cash equivalents at end of period £1,296,739 51,012,109
Supplemental cash flows disclosure:
Income taxes paid $215,434 $123,463

The accompanying notes are an integral part of these consolidated financial statements.




TRUE NORTH FINANCIAL SERVICES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

For the Years Ended December 31, 2007 and 2006

NOTE | - ORGANIZATION AND NATURE OF BUSINESS

True North Financial Services Inc., (Company) is a wholly-owned subsidiary of Hoosac Bank, which is a wholly-
owned subsidiary of MountainOne Financial Pariners, Inc. which is a whelly-owned subsidiary of MountainOne
Financial Partmers, MHC. The Company is a Massachusetts corporation.

True North Financial Services, Inc. is a non-clearing broker-dealer registered with the Securities and Exchange
Commission (SEC) and is a member of the Municipal Securities Rulemaking Board (MSRB) and the Financial
Industry Regulatory Authority (FINRA). FINRA was created in July 2007 through the conselidation of the National
Association of Securities Dealers (NASD) and the member regulation, enforcement and arbitration functions of the
New York Stock Exchange. Prior to FINRA membership, the Company was a member of NASD and received a
one-time payment of $35,000 in anticipation of cost savings achieved. This payment is included in other income in
2007. The Company is also registered with the SEC as an Investment Advisor.

NOTE 2 - SIGNIFICANT ACCOUNTING POLICIES
USE OF ESTIMATES:

“The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual results
could differ from those estimates.

BASIS OF PRESENTATION:

The consolidated financial statements include the accounts of the Company and its wholly-owned subsidiary
True North Insurance Agency, Inc. (Insurance Agency). The Company is engaged as a securities broker-
dealer and its primary business is comprised of brokerage transactions on an agency basis, and the offering
of investment advisory products and services. The Insurance Agency is engaged primarily as an insurance
agent.

ADVERTISING COSTS:

The Company expenses the costs of non-direct response advertising as incurred. Direct-response
advertising is capitalized and amortized over its expected period of future benefits. Advertising expense
was $18,774 in 2007 and $18,194 in 2006.

COMMISSIONS RECEIVABLE:

Commissions receivable represents the commissions due from investment companies on the sale of investment
products including mutual funds and monies due from clearing firms for brokerage account transactions
including the purchase and sale of stocks, bonds, exchange traded funds and mutual funds. It also represents
commissions due from insurance companies on the sale of annuities, life, accident and health and group
insurance products. Management establishes an allowance for the variance between commissions recorded at
that time of sale and the actual amount expected to be collected. Management has determined that the
appropriate allowance as of December 31, 2007 and 2006 is $4,400.




INCOME TAXES:

The Company and its Subsidiary are included in the consolidated federal income tax return filed by Hoosac
Bank. Federal income taxes are calculated on the consolidated federal income tax rate, and the amount of
current tax. or benefit calculated is remitted to Hoosac Bank. The amount of current and deferred taxes
payable or refundable is recognized as of the date of the financial statements, utilizing currently enacted tax
laws and rates. Deferred tax expenses or benefits are recognized in the consolidated financial statements for
the changes in deferred tax liabilities or assets between periods.

DEPRECIATION AND AMORTIZATION OF FIXED ASSETS:

Depreciation is provided on a straight-line basis using estimated useful lives of three to fifteen years for
furniture and equipment. Leasehold improvements are amortized over the economic useful life of the
improvement or the term of the lease, whichever is shorter. Depreciation and amortization expense for the
years ended December 31, 2007 and 2006 was $54,508 and $57,875, respectively.

STATEMENTS OF CASH FLOWS:

For purposes of the consolidated statements of cash flows, the Company has defined cash equivalents as
cash and due from bank, money market mutual funds and deposits with clearing organization.

RECENT ACCOUNTING PRONOUNCEMENTS:

In February 2006, the Financial Accounting Standards Board (FASB) issued SFAS No, 155, "Accounting
for Certain Hybrid Instruments” (SFAS 155}, which permits, but does not require, fair value accounting for
any hybrid financial instrument that contains an embedded derivative that would otherwise require
bifurcation in accordance with SFAS 133. The statement also subjects beneficial interests issued by
securitization vehicles to the requirements of SFAS No. 133, The statement is effective as of January 1,
2007. The adoption of SFAS 155 did not have a material impact on the Company’s financial condition and
results of operations.

In June 2006 the FASB issued Interpretation No. 48, *Accounting for Uncertainty in Income Taxes - an
interpretation of FASB Statement 109" (“FIN 48”). FIN 48 prescribes a recognition threshold and
measurement attribute for the financial statement recognition and measurement of a tax position taken, or
expected to be taken, in a tax return and provides guidance on derecognition, classification, interest and
penalties, accounting in interim periods, disclosure and transition. FIN 48 is effective for fiscal years
beginning after December 15, 2007. The Company does not expect the adoption of FIN 48 to have a
material impact on the Company’s financial statements.

In September 2006, the FASB issued SFAS No. 157, "Fair Value Mcasurements™ (SFAS 157), SFAS 157
defines fair value, establishes a framework for measuring fair value under generally accepted accounting
principles (GAAP) and enhances disclosures about fair value measurements. SFAS 157 retains the
exchange price notion and clarifies that the exchange price is the price that would be received for an asset
or paid to ransfer a liability (an exit price) in an orderly transaction between market participants on the
measurement date. SFAS 157 is effective for the Company’s consolidated financial statements for the year
beginning on January 1, 2008, with earlier adoption permitted. The Company does not expect the adoption
of this statement to have a material impact on its financial condition, results of operations or cash flows.




In September 2006, the FASB issued SFAS No. 158, “Employer’s Accounting for Defined Benefit Pension
and other Postretirement Plans - an amendment of FASB Statements No 87, 88, 106 and 132(R)” (SFAS
158). SFAS 158 requires 1) the recognition of an asset or liability for the over-funded or under-funded
status of a defined benefit plan, 2) the recognition of actuarial gains and losses and prior service costs and
credits in other comprehensive income, 3) measurement of plan assets and benefit obligations as of the
employer’s balance sheet date, rather than at interim measurement dates as currently atlowed, and 4)
disclosure of additional information concerning actuarial gains and losses and prior service costs and credits
recognized in other comprehensive income. This statement is effective for financial statements with fiscal
years ending after December 15, 2006. The adoption of this Statement did not have a material impact on
the Company’s financial position, result of operations, or cash flows.

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and
Financial Liabilities including an amendment of FASB Statement No. 115” (SFAS 159). SFAS 159 permits
entities to choose to measure many financial instruments and certain other items at fair value that are not
currently required to be measured at fair value. The objective is to improve financial reporting by providing
entities with the opportunity to mitigate volatility in reported earnings caused by measuring related assets
and liabilities differently without having to apply complex hedge accounting provisions. This Statement
also establishes presentation and disclosure requirements designed to facilitate comparisons between
entities that choose different measurement attributes for similar types of assets and liabilities. The new
standard is effective at the beginning of the Company’s fiscal year beginning January 1, 2008, and early
application may be elected in certain circumstances. The adoption of this Statement is not expected to have
a material impact on the Company’s financial condition, results of operations or cash flows.

NOTE 3 - CONCENTRATIONS OF CREDIT RISK

The Company is engaged in various brokerage activities in which counterparties primarily include broker-dealers
and other financial institutions. In the event counterparties do not fulfill their obligations, the Company may be
exposed to risk. The risk of default depends on the creditworthiness of the counterparty or issuer of the instrument.
It is the Company’s policy to review, as necessary, the credit standing of each counterparty.

NOTE 4 - COMMITMENTS AND CONTINGENT LIABILITIES

In May 2001, the Company entered into a 15 year lease of office space at 85 Main Street, North Adams, Massachusetts
that commenced or: January 1, 2002. The lessor is an unrelated third party. The fixed minimum rent for the lease term
is $4,100 monthly. The lease provides for renewal options for 3 additional 5 year terms. In addition, the Company is
responsible for a 7% fractional share of increases in certain other expenses over the base year (2001) expenses. Rent

expense for the years ended December 31, 2007 and 2006 amounted to $49,200.

The Company leases office space at 296 Main Street, Williamstown, Massachusetts under a five year lease that
commenced on March 1, 2004. The lessor is Hoosac Bank. The basic fixed annual rent is $4,320. Rent expense for
the years ended December 31, 2007 and 2006 was $4,320 per year. Occupancy costs are borne by the lessor.

The Company leases office space at One West Street, Pittsfield, Massachusetts under 2 3 year lease. The original
lease commenced on October 1, 2004 and expired on September 30, 2007. The Company has extended the lease for
a one-year period expiring September 30, 2008 with a monthly base rent of $1,433. The lessor is an unrelated third
party. Rent expense for the years ended December 31, 2007 and 2006 was $15,662 and $14,468, respectively.

The Company has operating leases for an auto and various equipment. Lease expense under these leases for the
years ended December 31, 2007 and 2006 was $17,727 and $10,798, respectively.




The following is a schedule by years of future minimum rental payments required under operating leases that have
initial or remaining noncancellable lease terms in excess of one year as of December 31, 2007:

2008 $ 71,283
2009 57,560
2010 52,683
2011 49,200
2012 49,200
Thereafter 196,800

Total minimum lease payments $476,726

NOTE § - EMPLOYEE BENEFITS

Employees of the Company can become eligible to participate in the defined benefit pension plan and 401(k) plan
sponsored by MountainOne Financial Partners, Inc. (MOFP).

The MOFP 401(k) Plan is a multi-employer discretionary contribution retirement plan sponsored by MOFP.
Employees are eligible after reaching age 21 and if credited with 30 days of service. Eligible employees may defer a
percentage of their compensation up to the maximum amount allowed by law. Matching and profit sharing
contributions by the Company are discretionary and employees become eligible for purposes of receiving Company
contributions after one year of service. No Company contributions were made in 2007 and 2006.

The MOFP Non-Contributory Defined Benefit Pension Plan is a multi-employer Savings Banks Employees
Retirement Association Pension Plan as adopted by MOFP. Employees are eligible after reaching age 21 and if
credited with one year of service. The plan provides a monthly benefit upon retirement based on compensation and
years of credited service. Expense for this plan amounted to $5,088 and $2,850 for the years ended December 31,
2007 and 2006, respectively.

NOTE 6 - EMPLOYMENT AGREEMENT

Effective January 1, 2007, the Company entered into an Employment Agreement (Agreement) with its President and
Chief Executive Officer (Executive) which concludes on December 31, 2011 unless sooner terminated in accordance
with the Agreement. Under the Agreement, the Executive receives a base salary, a commission of twenty percent of
gross revenue originated by the Executive and a profitability bonus equal to one-third of net income before taxes of
the Company (each previous calendar year) in excess of the first fifteen percent of return on investment of Hoosac
Bank. Upon termiration of the Executive’s employment for any reason other than “cause” as defined in the
Agreement, the Executive shall be paid a retirement benefit in an amount equal to the sum of $62,500 times the
number of calendar years of employment which have as of the date of such termination fully elapsed up to a cap of
$500,000.

In 2007, the Company recorded a profitability bonus of $101,396 and a deferred compensation expense of $62,500,
both of which are included in employee compensation and benefits expense. The related liabilities are included in
accrued wages payable and other liabilities, respectively.

NOTE 7 - NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule (SEC rule 15¢3-1),
which requires the maintenance of minimum net capital and requires that the ratio of aggregate indebtedness to net
capital, both as defined, shall not exceed 15 to 1. As of December 31, 2007, the Company had net capital of
$735,644, which was $685,644 in excess of its required net capital of $50,000. The Company’s ratio of aggregate
indebtedness to net capital was 36%, or 0.36 to 1, as of December 31, 2007 and 100%, or I to 1, as of

December 31, 2006.




NOTE 8 - INCOME TAXES

The Company is included in the consolidated federal income tax return filed by Hoosac Bank. Consclidated federal
income taxes are allocated to the Company at the consolidated federal income tax rate. The Company files its own
state tax returns. The Company had no tax-related balances due to or from affiliates as of December 31, 2007 and
2006. '

The current and deferred portions of income tax expense inctuded in the consolidated statements of income as
determined in accordance with SFAS No. 109, “Accounting for Income Taxes,” are as fellows for the years ended
December 31;

2007 2006
Current:
Federal $165,116 £123,815
State 57,328 43,198
222 444 167.013
Deferred:
Federal (20,911) (5,902)
State {6,385 {2.236)
{27.296) {8.138)
Total income tax expense 5$]95,148 $158,875

A reconciliation of the expense for income taxes with amounts determined by applying the U.S. statutery income tax
rate to income before income taxes is as follows:

2007 2006
Expected income tax expense at U.S. statutory tax rate of 34% $152,686 $134,084
The effect of’
Nondeductible expenses and other adjustments 8,840 (2,244)
Increase due to state taxes, net of U.S. federal income tax effects 33,622 27.035
Income tax expense $195,148 $158,875
The Company had gross deferred tax assets and gross deferred tax liabilities as follows as of December 31:
2007 2006
Deferred tax assets:
Contribution 3 $ 3,274
Goodwill amortization 4,964 1,928
Allowance for bad debts 1,801 §,801
Deferred compensation 25,581
Other 409 409
Gross deferred tax assets 32,755 7412
Deferred tax liability:
Depreciation (16,132) (18.085)
Gross deferred tax liability {16.132) (18.085)
Net deferred tax asset (liability) $16.623 $(10,673)

Deferred tax assets as of December 31, 2007 and 2006 have not been reduced by a valuation allowance because
management believes that it is more likely than not that the full amount of deferred tax assets will be realized.

NOTE 9 - RELATED PARTY TRANSACTIONS

As described in Note 4, annual rent expense for lease of office space from Hoosac Bank amounted to $4,320 for the
years ending December 31, 2007 and 2006.




In 2007, the Company recorded $1,129 of commission income from Hoosac Bank for stock trades. Included in
commission revenue in the year ending December 31, 2006 was $48,000 received from Hoosac Bank for investment
advisory services. Investment advisory services were performed for Hoosac Bank under a contract signed February
20, 2002 that continued in effect until December 31, 2006. Under the contract the Company received $12,000 per
quarter as investment advisor to Hoosac Bank plus commission income on securities trades made.

Commission income recorded by the Insurance Agency for the year ended December 31, 2007 includes $3,087
received from Hoosac Bank and $1,681 received from Coakley, Pierpan, Dolan & Collins Insurance Agency, Inc., a
subsidiary of Hoosac Bank, and $1,872 from Williamstown Savings Bank, a subsidiary of MountainOne Financial
Partners, Inc. Commission income recorded by the Insurance Agency for the year ended December 31, 2006 includes
$3,459 received from Hoosac Bank and $1,681 received from Coakley, Pierpan, Dolan & Collins Insurance Agency,
Inc. and $2,050 from Williamstown Savings Bank.

In 2006, the Insurance Agency recorded $4,001 of commission income from a third party for employee benefits at
MountainOne Financial Partners, Inc. '

In 2007 and 2006, the Company recorded $17,377 and $26,487, respectively, of commission income from a third
party for rollovers into the MountainOne Financial Partners, Inc. 401(k) Plan.

NOTE 10 - CONSOLIDATED SUBSIDIARIES

The following amounts of the Company’s wholly-owned subsidiary, True North Insurance Agency, Inc., are included
in the consolidated financial statements presented for 2007 and 2006:

2007 2006
Total assets $9354,614 $1,025,906
Stockholder’s equity $722,095 § 809,737

NOTE 11 - GOODWILL AND INTANGIBLE ASSETS

The Company’s assets as of December 31, 2007 and 2006 include goodwill of $272,242 recognized in the acquisition
of the Company by Hoosac Bank, An additional $60,000 of goodwill was recorded in 2004 for the purchase of an
insurance agency from an independent contractor. The goodwill is subject to the impairment review requirements of
SFAS No. 142. The Company evaluated its goodwill as of December 31, 2007 and 2006 and found no impairment.
A summary of acquired amortized intangible assets is as follows:

As of December 31, 2007

Gross Net

Carrying Accumulated Carrying

Amount Amortization Amount

Covenants not to compete $422,000 $202,099 $219,901
Customer lists 445125 186,239 258,886
Total $867.125 $388338  $478,787

As of December 31, 2006

Covenants not to compete $376,505 $144,674 $231,831
Customer lists 445,125 146477 298,648
Total $821,630 $291,151 $530,479

Aggregate amortization expense was $97.187 and $73,830 in 2007 and 2006, respectively. Amortization is being
calculated on a straight-line basis,
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Estimated aggregate amortization expense for each of the five years succeeding 2007, and thereafter, is as follows:

2008 $ 91,633
2009 87,155
2010 81,322
2011 80,703
2012 69,503
Thereafter 68.471

$478,787

The following intangible assets are included in the above table.

The Company has an intangible asset (a management covenant not to compete) as of December 31, 2007 and 2006 in
the amount of $100,000 that arose from the purchase of the Company by Hoosac Bank. This intangible asset is
being amortized to expense over ten years on the straight-line method.

In 2002 the Company made two purchases of intangible assets as follows:

{1) $60,000 for a customer list and associated accounts and a covenant not to compete from an independent
contractor who is now retired from the Company. (2} $167,500 for a customer list and a covenant not to compete,

from an individual now employed by the Company.

The cost of these intangible assets was atlocated in proportion to the fair values acquired and is being amortized as
follows:

The $60,000 purchase was allocated to a $50,000 customer list being amortized over 10 years and a
covenant not to compete for $10,000 being amortized over 67 months.

The $167,500 purchase was allocated to a $100,500 customer list being amortized over 12 years and a
covenant not to compete for $67,000 being amortized over 9 years,

In 2003 the Company made two purchases of intangible assets as follows:

(1) $30,000 for a customer list and associated accounts and a covenant not to compete from an employee of the
Company. (2) $169,625 for a customer list from an individual now employed by the Company.

The cost of these intangible assets was allocated in proportion to the fair values acquired and is being amortized as
follows:

The $30,000 purchase was allocated to a $25,000 covenant not to compete being amortized over five years
and $5,000 to a customer list being amortized over five years.

The $169,625 purchase was allocated to a customer list and is being amortized over 12 years.

In 2004 the Company made a purchase of an insurance agency from an independent contractor. The $200,000
purchase ($64,000 paid in January 2005) was allocated in proportion to the fair values acquired, as follows.

(1) $120,000 for a customer list and associated accounts being amortized over 10 years. (2) $20,000 for a
convenant not to compete being amortized over 8 years. (3) Goodwill recorded with the purchase amounted to
$60,000.

In 2006, the Company purchased a covenant not to compete from an individual now employed by the Company. The

Company paid $43,750 in 2006 and paid $156,250 in 2007. The cash payment made in 2006 is being amortized
over 7 years. The cash payment made in 2007 is being amortized over the remaining term of the covenant.
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SCHEDULE !
TRUE NORTH FINANCIAL SERVICES, INC.

Computation of Net Capital under Rule 15¢3-1 of the Securities and Exchange Commission

As of December 31,
2007 —2006
Net Capital
Total consolidated stockholder’s equity $2,592,113 $2,338,184
Deduct stockholder’s equity of Subsidiary (722.095) (809.737)
Total stockhalder’s equity qualified for net capital 1,870,018 1,528 447
Deductions:
Nonallowable assets:
Furniture, equipment, and leasehold improvements, net 354,715 361,343
Intangible assets 663,740 695,898
Other assets 111,270 166,246
Total deductions 1,129,725 1,223,487
Net capital before haircuts on security position 740,293 304,960
Haircut on money market mutual fund {4,649) (3.403)
Net capital § 735,644 $ 301,557
Aggregate indebtedness
Items included in consolidated statement of financial condition
{except for debt of non broker-dealer subsidiary):
Commissions payable $ 67,134 $ 86,805
Accounts payable, accrued expenses and other 196151 _ 213,535
Total aggregate indebtedness $_263285 $_300.340
Computation of basic net capital requirement
Minimum net capital required (6-2/3% of total aggregate indebtedness): § 17,552 $ 20,022
Minimum dallar net capital requirement in accordance with
SEC Rule 15¢3-t(a)(2)(iv) $ 50,000 $ 50,000
Net capital requirement, greater of $17,552 or $50,000 in
2007 and greater of $20,022 or $50,000 in 2006 $ 50,000 $ 50,000
Excess net capital $ 685,644 $ 251,557
Ratio: Aggregate indebtedness to net capital %% ____  100%
Reconciliation with Company’s computation (inctuded in Part [1 of
Form X-17A-5 as of December 31, 2007 and 2006)
Net capital, as reported in Company’s Part 11 (unaudited) FOCUS report § 785,085 $ 269,153
Adjustments (net) after filing FOCUS report (49.441) 32,404
Net capital as above §_735644 $_ 301,557

‘The Company is claiming exemption from schedules 11 (Computation for Determination of Reserve Requirements)
and {11 (Information Relating to Possession or Control Requirements) under Rule 15¢3-3 of the SEC. Such
exemption claim is made because all customer transactions by True North Financial Services, Inc. are cleared
through a clearing firm on a fully disclosed basis or are done by application directly to a mutual fund or insurance
company.
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S{HATSWELL, MacLEOD & COMPANY, P.C.

CERTIFIED PUBLIC ACCOUNTANTS

February 23, 2008

True North Financial Services, Inc. and Subsidiary
North Adams, Massachusetts

Statement on Auditing Standards No. 114, "The Auditor’'s Communication with Those Charged With
Governance" issued by the Auditing Standards Board of the American Institute of Centified Public Accountants
requires the auditor to communicate certain matters to those responsible for the oversight of the financial reporting
process. The following comments regarding the scope and results of our audit of True North Financial Services, Inc.
and Subsidiary for the year ended December 31, 2007 will assist you in overseeing the financial reporting and
disclosure process for which management is responsible.

SCOPE OF AUDIT

Our responsibility is to express an opinion on the consolidated financial statements based on our audit. The
audit is to be conducted in accordance with auditing standards generalty accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
consolidated financial statements are free of material misstatement. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall consolidated
financial statement presentation.

RESULTS OF AUDIT

1. The Company's significant accounting polici¢s and their application conform to Generally Accepted
Accounting Principles {(GAAP) and predominant practices within the broker-dealer industry. In the audit period
there were no new transactions or events, significant unusual transactions or controversial areas that required the
choice of significant accounting policies.

2. The principal accounting estimate used by company management in the preparation of the consolidated
financial statements is the acerual for commission income and expenses and related allowances. We reviewed
company management’s ¢stimates of amounts receivable and payable and allowance on amounts receivable and
considered such data to determine the reasonableness of the estimate.

3. There were no andit adjustments, whether recorded or not recorded in the consolidated financial statements,
that could have significant effects on current and future consolidated financial statements or on the Company's
intenal control.

4. There were no uncorrected financial statement misstatements other than misstatements of less than $1,000,
if any.

5. If other information was presented by management with the Company's audited consolidated financial
statements, we read such information and considered whether it, or the manner of its presentation was materially
inconsistent with information, or the manner of its presentation, appearing in the consolidated financial statements.
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6. There were no disagreements with management about the application of GAAP, the determination of
accounting estimates, or the scope of the audit that could be significant to the Company's annual reporting.

7. To our knowledge, Company management did not discuss any accounting or auditing matters with other
auditors.

8. We had no discussion of major issues with management in connection with the initial or recurring retention
of our audit services including among other matters, any discussions regarding the application of accounting
principles and auditing standards.

9. We encountered no difficulties in dealing with Company management relating to the performance of the
audit, such as unreasonable delays by management in permitting the commencement of the audit, providing needed
information, an unreasonable timetable set by management, the unavailability of client personnel, or the failure of
client personnel t¢ complete client-prepared schedules on a timely basis.

This report is intended solely for the information and use of the audit committee, Board of Directors,
management and regulators and is not intended to be and should not be used by anyone other than these specified
parties.

Respectfully submitted,

Lhatouell Gpueteed + Conpany, A.C.

SHATSWELL, MacLEOD & COMPANY, P.C,



S|HATSWELL, MacLEOD & COMPANY, P.C.

CERTIFIED PUBLIC ACCOUNTANTS

Board of Directors
True North Financial Services, In¢. and Subsidiary:

Report on Internal Control Required by SEC Rule 17a-5

In planning and performing our audit of the consolidated financial statements and supplemental schedules of True
North Financial Services, Inc. and Subsidiary (the Company), for the year ended December 31, 2007, we considered
its internal control, including control activities for safeguarding securities, in order to determine our auditing
procedures for the purpose of expressing our opinion on the consolidated financial statements and not to provide
assurance on internal control.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we have made a study of
the practices and procedures followed by the Company including tests of such practices and procedures that we
considered relevant to the objectives stated in rule 17a-5(g) in making the periodic computations of aggregate
indebtedness (or aggregate debits) and net capital under rule 17a-3(a)(11) and for determining compliance with the
exemptive provisions of rule 15¢3-3. Because the Company does not carry securities accounts for customers or
perform custodial functions relating to customer securities, we did not review the practices and procedures followed
by the Company in any of the following:

. Making quarterly securities examinations, counts, verifications, and comparisons and
recordation of differences required by rule 17a-13

2. Complying with the requirements for prompt payment for securities under Section 8 of Federal
Reserve Regulation T of the Board of Governors of the Federal Reserve System

3. Obtaining and maintaining physical possession or control of all fully paid and excess margin
securities of customers as required by Rule 15¢3-3

The management ot the Company is responsible for establishing and maintaining internal control and the practices
and procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates and judgments by
management are required to assess the expected benefits and related costs of controls and of the practices and
procedures referred to in the preceding paragraph and to assess whether those practices and procedures can be
expected to achieve the SEC’s above-mentioned objectives. Two of the objectives of internal control and the
practices and procedures are to provide management with reasonable but not absolute assurance that assets for which
the Company has responsibility are safeguarded against loss from unauthorized use or disposition and that
transactions are executed in accordance with management’s authorization and recorded properly to permit the
preparation of financial statements in accordance with generally accepted accounting principles. Rule 17a-5(g) lists
additional objectives of the practices and procedures fisted in the preceding paragraph.

Because of inherent limitations in internal control or the practices and procedures referred to above, error or fraud
may occur and not be detected. Also, projection of any evaluation of them to future periods is subject to the risk that
they may become inadequate because of changes in conditions or that the effectiveness of their design and operation
may deteriorate.

83 PINE STREET = WEST PEABCDY, MASSACHUSETTS 01960-3635 « TELEPHONE (978) 535-0206 » FACSIMILE (978} 535-9908

smc@shatswell.com www.shatswell.com



Our consideration of internal control would not necessarily disclose all matters in internal control that might be
material weaknesses under standards established by the American Institute of Certified Public Accountants. A
material weakness is a condition in which the design or operation of the specific internal control components does
not reduce to a relatively low level the risk that error or fraud in amounts that would be material in relation to the
consolidated financial statements being audited may occur and not be detected within a timely period by employees
in the normal course of performing their assigned functions. However, we noted no matters involving internal
control, including control activities for safeguarding securities, that we consider to be material weaknesses as defined
above.

We understand that practices and procedures that accomplish the objectives referred to in the second paragraph of
this report are considered by the SEC to be adequate for its purposes in accordance with the Securities Exchange Act
of 1934 and related regulations, and that practices and procedures that do not accomplish such objectives in all
material respects indicate a material inadequacy for such purposes. Based on this understanding and on our study,
we believe that the Company’s practices and procedures were adequate as of December 31, 2007, to meet the SEC's
objectives.

This report is intended solely for the information and use of the Board of Directors, management, the SEC, FINRA
and the MSRB, and other regulatory agencies that rely on rule 17a-5(g) under the Securities Exchange Act of 1934

in their regulation of registered brokers and dealers, and is not intended to be and should not be used by anyene other
than these specified parties.

Shatoasetl Spac el + Company, pC.

SHATSWELL, MacLEOD & COMPANY, P.C.
West Peabody, Massachusetts
February 23, 2008

END




